A s in the years before, the world economy in 1993 was marked by disparate, and in part contrary, developments. Aggregate production rose in a number of Asian and South American emerging economies by between 4% and 8% and even more in the People's Republic of China. On the other hand, the decline in the majority of Central and East European countriesespeciallythe CIS-continued. The key factor determining the overall picture, however, remained the recession in most of the industrial countries. At just under 1%, their aggregate gross domestic product grew even less in 1993 than in 1992. While the increase in the USA, Canada and the United Kingdom was markedly stronger, the level of production in Japan and the Continental European economies hardly changed. Utilization of capacity rose only in North America.
In the industrial countries whose economies have returned to a growth path this was partly due to the considerable progress made towards the solution of the debt problems in the private sector, which had had a restraining influence on the readiness to lend and to borrow i n that sector in the aftermath of the excesses of the eighties. A major driving force, particularly in the USA, has been the persistent monetary stimulus from low rates of interest. In Japan in contrast, the adverse developments in the financial sector have remained so pronounced that even the expansive monetary policy-the bank rate was lowered to 1.75% in September -has not been able to offset this. Progress toward improving the economic climate, which was discernible in the spring, has been thwarted by the strong appreciation of the yen and the attendant deterioration in international competitiveness.
In most Continental European countries, except for Scandinavia, the debt problems of the private sector had not played a major role. However, the monetary relaxation did not begin here until Germany changed its monetary policyin the autumn of 1992. A major burden at first was the recurrent turbulence on the foreign exchange markets. Not until radical corrections in exchange rates and a drastic enlargement of the bands in the European Monetary System (EMS) at the beginning of August was there a distinct relaxation with a general further decline in interest rates.
Fiscal policy last year underpinned demand in most industrial countries. In Western Europe too, where many governments launched medium-term consolidation programmes to curb the high deficits, the rise in budget deficits due to the recession was accepted as a wholewith considerable differences from country to country. Only the Japanese government saw any scope for an extensive fiscal stimulus of demand, however; the overall budget in Japan had achieved a financial surplus up to 1992 thanks to capital accumulation in social insurance. In the USA on the other hand, fiscal policy had been pursuing a restrictive course even before the medium-term consolidation plan was adopted. The US government deficit declined much more in 1993 than it would have simply as a result of the improvement in the economy, due not least to cuts in defence spending.
Trends on the Labour Markets
The divergent economic trends in the industrial countries last year also had their effect on the labour markets. Employment rose only in the USA, Canada and recently in the United Kingdom, with unemployment dropping slightly. In Canada and the United Kingdom, however, unemployment is still as high as in the Continental European economies, where the percentage of the labour force which was unemployed rose up to the end of last year by an average of 11% due to a heavy decline in employment. This amounts to an increase of three percentage points over the three-year downturn. In Japan, in contrast, the major reduction has been in working hours, with overall employment stagnating and a slight increase in unemployment from a very low level. The statistical criteria used in Japan, however, probably tend to play down the deterioration.
With the generally adverse climate on the labour market, wage increases have on the whole slackened off further. Hourly earnings in manufacturing in the industrial countries were on average at the latest count only some 3% higher than ayear ago. Even in countries with relatively high wage rises over a long period, such as Italy and the United Kingdom, the rates rose little more, despite a marked depreciation of the lira and pound sterling. Although the growth of productivity has in many cases been held back by the recession this has been counterbalanced by the vigorous efforts of businesses to cut costs, largely resulting in a tangibly slower rise in unit labour costs.
The containment of rising domestic costs coincided in 1993 with a substantial drop in world raw materials prices: on a dollar basis, crude oil averaged over 10% down on the previous year and industrial raw materials were down by 14%. As, in addition, capacity utilization was for the most part considerably depressed, there was keen competition, and price rises in many cases slowed down further; the average rise in the cost of living as compared with a year previously has fallen, its latest figure of 2.5% having almost reached the same low level as in 1986, when oil prices plummeted. The virtual price stability in Japan is attributable, apart from cyclical factors, to the strong appreciation of the yen. On the other hand, the stabilizing forces in some West European countries proved so powerful as to more or less offset the inflationary trends stemming from depreciation.
Elements of Instability
Altogether, the world outlook is brighter thanks to the increasingly solid recovery in the USA. The other side of the coin are the clear risks still remaining, in particular in Japan. A major factor is the burden weighing on many banks as a result of losses due to the steep drop in real estate prices and shares, while another is the far-reaching and in detail unpredictable adjustment process following the rapid rise in the value of the yen. Structural factors have played a much smaller role in the weakness of economic activity in Western Europe. Now that the currency storms and the associated uncertainty about developments in interest and exchange rates have abated, improvement in the economic climate depends in particular on a continuous monetary relaxation. An element of instability remains the worries as to how fiscal policy will manage to cope with the pronounced deterioration of government finances in most economies.
Under these circumstances, economic policy in the industrial countries must aim at countering the retarding influences by raising confidence in improved conditions for growth. This was the main reason for the steps taken to curb the high structural government deficits even before a satisfactory utilization of overall capacity was achieved. The easing of public capital demand and the lowering of fiscal policy risks are intended to help lower interest rates. In the USA, the medium-term consolidation plan provides for a renewed tangible curtailment of the budget deficit, in particular in 1994. The forecasts, however, point to only small advances in the following years. There is also still considerable uncertainty as to how the health reform already underway will fit in with the planned budget parameters. There are signs that the financial burden will entail further contributions from businesses, which in turn will curb the growth effects of the consolidation policy.
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